COUNCIL AGENDA: 10-21-08
ITEM: 3.9

SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: See Below DATE: September 30, 2008

SUBJECT: DISCUSSION ON THE THREE-YEAR GENERAL FUND STRUCTURAL
DEFICIT ELIMINATION PLAN, CITY’S SIX-MONTH STRATEGIC
OBJECTIVES, AND “BEYOND BUDGET CUTS” ORGANIZATIONAL
IMPROVEMENT EFFORT

RECOMMENDATION

(a) Discuss the status of the Three-Year General Fund Structural Deficit Elimination Plan;
(b) Review and accept progress report on the Six-Month Strategic Objectives; and, :
(c) Discuss the “Beyond Budget Cuts” organizational improvement effort

PURPOSE

The City is entering its eighth successive year of budget shortfalls and continues to confront
ways to close the General Fund Structural Deficit of $137 million while delivering basic services
to approximately one million residents, a number that will continue to grow. Several 1n1t1at1ves
are underway to deal with this problem. Since solving this problem means reconciling or
balancing many values, some conflicting, there is no clear cut path to resolution. That said, the
Mayor and Council, Senior Staff, Employees and Community members have taken up the
formidable challenge to solve this problem. The purpose of this memorandum, and discussion
that it frames, is designed to provide an update for Council on the several processes in which the
City is engaged. This will ensure that we are in alignment as problem solving efforts continue to
be developed and unfold. It is critical that Council be comfortable with, and weigh in on, the
direction of travel. ’

BACKGROUND

Community-Based Budgeﬁng Process

In January 2007, the City began a community-based budgeting process. This effort began with
the initiation of an annual Community telephone survey to obtain statistically significant results
of service priorities, a Neighborhood Association/Youth Commission Priority Setting Session
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and City Council Priority Setting Session. All three of these efforts provided valuable input on
policy and service delivery priorities for the FY 2007-08 budget process. It was during the 2007
community-based budgeting process, that the elimination of the structural budget deficit was
established as a top priority for the City Council.

The FY 2008-2009 budget process was also supported by the community outreach efforts stated
above, with the addition of the development of strategies for a Three-Year General Fund
Structural Deficit Elimination Plan, neighborhood meetings held in each Council District to
discuss the budget and possible solutions to the structural deficit, and a City Council appointed
Stakeholder Group, whose role was to advise the City Manager and Redevelopment Agency
Executive Director about advantages and concerns regarding strategies to eliminate the structural
budget deficit. The Three-Year Structural Deficit Elimination Plan is scheduled to be presented
to the City Council in December 2008.

Organizational Engagement
Concurrent to the above effort, the City Manager has initiated an organizational improvement

process, “Beyond Budget Cuts.” This effort focuses on identifying areas where the City can
increase its effectiveness, efficiency, adaptability, and capacity to innovate. The outcome of this
effort is to identify ways to improve the City organizational capacity to respond to the City
Council’s policy and service-delivery priorities and ongoing resource constraints.

Aligning Resources and Service Delivery Priorities

The Three-Year General Fund Deficit Elimination Plan, Six-Month Strategic Objectives, and
“Beyond Budget Cuts” organizational improvement process are efforts designed to better focus
resources on policy and service-delivery priorities. The first two efforts largely focus on fiscal
capacity, and the “Beyond Budget Cuts” focuses on the organizational capacity. In order to
eliminate the structural deficit, these efforts require alignment to ensure that the fiscal and
organizational capacity of the organization is understood and considered during the City
Council’s policy-making processes. :

DISCUSSION OF EACH STRATEGY
Listed below is a brief discussion of each effort to provide additional context.

L Three-Year General Fund Structural Deficit Elimination Plan —Staff continues to
work to identify strategies to eliminate our General Fund structural budget deficit and continue a
community-based budgeting process. All of these efforts will inform and guide the development
of the FY 2009-10 Proposed and Adopted Budgets and future budgets. The Plan will identify
strategies to eliminate the budget deficit in three areas:

1. Revenue Strategies (including Economic Development)
2. Service Reductions/Eliminations
3. Cost Savings (Service Delivery Model Changes/Expenditure Controls and Shifts)
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The Plan will include strategies to address the deficit within the next two years as well as provide
a longer-term option, and will contain difficult strategies for consideration. After seven years of

_consecutive budget cuts and the dismal state of our economy, there are no ‘easy fixes’ to
eliminate the budget deficit.

Appointed by the City Council to discuss ‘Advantages and Concerns” regarding budget ideas for
solving the structural deficit, the Stakeholder Group held its final meeting on September 22.
Throughout its six-month tenure, the Stakeholders discussed 59 strategies to eliminate the deficit
(Attachment A). Five of the strategies considered by the Stakeholder Group have already
advanced to the next level and are currently in the development or implementation phase, and
two of the strategies will be considered by voters in the upcoming November election. In
general, Stakeholders signaled to the City their support in pursuing the development of nearly
one-third (19/59) of the strategies discussed.

Additionally, the General Fund Structural Deficit Elimination Stakeholder Group began
discussion of the need to identify the City’s highest priority services and outcomes, as well as
alternative ways to achieve priorities with the expectation that service reductions will continue to
occur. To assist in this discussion, the Plan will propose an analytical framework for service
reductions/eliminations for Council consideration. Staff has already begun researching potential
models in order to develop a “San Jose specific” model. The City Manager and Redevelopment
Agency Director will present the Three-Year Structural Deficit Elimination Plan at a Study
Session on December 5, 2008.

2. Strategic Objectives—Over the past two years, the City has held a Neighborhood
Association/Youth Commission Priority Setting session and City Council Priority Setting
Session. Additionally, the City has also conducted an annual telephone survey to reach out to
residents and hear about their perspective of what the City’s priorities should be. These efforts
have resulted in the establishment of five three-year goals (See Table 1). These five goals have
been affirmed every six months by the City Council, along with the development of six-month
objectives.

On February 15, 2008, the City Council held a joint City Council/Senior Staff facilitated Priority
Setting Process and, at that time, it was decided by the Council that a follow-up session would be
held in six months to review accomplishments and set the next six month objectives. This report
~ serves as that update and attached is the most recent strategic objectives matrix with the status of

each of the objectives (Attachment B). Moving forward, the Administration proposes to align
this effort with the General Fund Structural Deficit Elimination Plan work. ,

Below is a table that summarizes the City’s progress on implementing the strategic objectives for
the past six months: '
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Table 1: Progréss on Implementing Strategic Objectives (February — September 2008)
Stratesic Goal # #0n | #Witha Revised Total #
g Completed | Target Date = Objectives
Regain our status as the Safest Big City 1— Heart Safe City
) . 3 2 e e 6
in America Initiative
Eliminate the structural budget deficit 2 1 3

Reduce deferred maintenance and
infrastructure backlog and develop a 4 ‘ ‘ 4
strategy to improve the infrastructure

2 — Business Tax

L Complian
| Increase economic vitality ompliance Outreach

5 3 Program ; and 10
Downtown/ Airport
Height Strategy
Provide full funding for parks, pools, :
community centers and libraries, 6 6
including maintenance, operation and
development :
3 “Beyond Budget Cuts” Organizational Improvement Effort—Local governments, like

other organizations, must devote time and resources to continuously renew and improve
themselves. This is important to meet the important goals Council has set for the City, as well as
to ready the organization for a challenging future of rising demands and constrained resources.
The City Manager initiated the “Beyond Budget Cuts” effort to ensure that the entire
organization is achieving its performance potential, and has the skills, capacities, and orientation
to continuously adapt to changing demands. Just as important, this effort needs to ensure that
the City’s service delivery policies and approaches are updated to meet current and future service
delivery needs.

Phase I of this long-term effort, which began in July and concludes in October, will assess where
the organization is today, and uncover opportunities for change. Through interviews, review of
key systems and documents, and an employee survey, Public Strategies Group assessed the
City’s customer orientation, alignment of purpose and activities, administrative systems,
management practices, service delivery systems and organizational culture. Public Strategies
also conducted a special assessment of strategic opportunities to use technology to enhance
service delivery, improve productivity, and reduce costs. This effort will assist with the Three-
Year General Fund Structural Deficit Elimination Plan, especially the element focused on
changes to service delivery models and work practices, although no immediate cost savings are
anticipated. '

On September 18-19, City Staff and City Labor Alliance (CLA) leadership reviewed the draft
findings of the organizational assessment and discussed which strategy areas the City would be

most committed to pursue. Seven strategy areas were identified by retreat participants to develop
further:

1. Budget Process Reform 2. Busting Bureaucracy
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3. Council-Management Relations 6. Organizational Culture
4, Employee Empowerment 7. Engagement/Communication

5. Information Technology

The Public Strategies Group (PSG) draft report titled ‘Assessment of Strengths and Challenges’
(Attachment C) will be transmitted via supplemental memo on Friday, October 10. At the
October 21 Council Meeting, PSG will present the findings of the report and the City Manager
and CLA will discuss the next steps.

Schedule/Timeline

The tentative timeline below was developed in an effort to provide Council important upcoming
dates in preparation for the FY 2009-10 Budget development process. A formal calendar will be
presented to the Rules and Open Government Committee for approval later this year.

Date , Milestone
A. FY 2007-2008 Annual Report
B. Update on:
October 21 1. General Fund Structural Deficit Elimination Plan
2. Six-Month Strategic Objectives
3. “Beyond Budget Cuts” Organizational Improvement Effort
November 4 | General Election

November 17

San José Redevelopment Agency Capital Budget Study Session General Fund

November 19

Structural Deficit Elimination Plan Released (Target Date)

December 5 | General Fund Structural Deficit Elimination Plan Study Session |

January 5-9 | Annual Community Survey (Telephone)

January 24 Neighborhood Association/Youth Commission Priority Setting Session

Feb. 13 (t) City Council/Senior Staff Priority Setting Session

Feb. 27 Five-Year Forecast and General Fund Structural Deficit Elimination Plan Updaté
Released _

March 6 Mayor’s 2009-2010 March Budget Message Released

March 12 Mayor’s 2009-2010 March Budget Message Study Session |

March 17 Mayor’s 2009-2010 March Budget Message: Final Review/Approval by City Council

April 20 2009-2010 Proposed Capital Budget and 2010-2014 Proposed CIP Released

May 1

2009-2010 Proposed Operating Budget Released
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PUBLIC OUTREACH

D Criterion 1: Requires Council action on the use of public funds equal to $1 million or greater. (Required:
Website Posting)

D Criterion 2: Adoption of a new or revised policy that may have implications for public health, safety,
quality of life, or financial/economic. vitality of the City. (Required: E-mail and Website Posting)

D .Criterion 3: Consideration of proposed changes to service delivery, programs, staffing that may have
impacts to community services and have been identified by staff, Council or a Community group that
requires special outreach. (Required: E-mail, Website Posting, Community Meetings, Notice in
appropriate newspapers)

‘This memorandum does not require public outreach identified under the above criterion;
however, public outreach is conducted as part of the budget development process and will,
specifically, be conducted through the annual Customer Survey and Neighborhood
Association/Youth Commission Priority Setting Session.

COORDINATION
This memorandum was coordinated with the Mayor’s Office.
Debra Figone

City Manager

Attachments (2)
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